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Louis H. Rappaport 


The firm is pleased to announce 
that on October 1, 1949, Louis H. 
Rappaport was admitted to mem- 
bership. As a member of the staff 
Mr. Rappaport has rendered long 
and valuable service to the firm and 
its clients, especially in the impor- 
tant field of practice under the 
Securities and Exchange Acts. In 
recognition of the splendid manner 
in which he has discharged his 
responsibilities under difficult con- 
ditions we welcome him into the 
firm, and wish for him many years 
of enjoyable association with us and 
continued service to our clients. 

PRIOR SINCLAIR 

Louis H. Rappaport was born in 
Rochester, New York, on April 16, 
1908. He was educated in the 
public schools of Rochester, at- 
tended the University of Rochester 
for two years, then transferred to 
Columbia University’s School of 
Business from which he was gradu- 
ated (B.S.) in 1930. He was the 
winner of the Montgomery Prize 
for proficiency in accounting courses 
for that year, and was elected to 
Beta Gamma Sigma, honor society 
for business students. 

Mr. Rappaport’s interest in ac- 
counting literature began when, as 
a Columbia student, he assisted 
Dr. Roy B. Kester in the prepara- 
tion of the latter’s well-known 


books on accounting, and continued 
with his editorial contributions to 
the Fifth (1934), Sixth (1940), and 
Seventh (1949) editions of Colonel 
Montgomery’s Auditing. During 
the late war he single-handedly pro- 
duced the “Broad Street Post” 
which went regularly to all New 
York staff members in service. 

Mr. Rappaport started with the 
firm in the fall of 1930, shortly after 
his graduation from Columbia. 
After an apprenticeship in which his 
auditing training was varied, he de- 
voted more and more time to the 
firm’s practice under the various 
statutes administered by the Securi- 
ties and Exchange Commission and, 
in recent years, has largely special- 
ized in that field. He is a member of 
the American Institute of Account- 
ants, The American Accounting 
Association, and the New York 
State Society of Certified Public 
Accountants. He is a member of 
the latter Society’s Committees on 
SEC Accounting and Foreign Trade 
Accounting. 

He is married, has one son, and 
lives in Great Neck, Long Island. 
He is interested in music, and his 
hobbies are gardening and wood- 
working, although he threatens to 
devote more time to seeing whether 
he can break 100 on the golf course 
for what he says will be the second 
time in his life. 
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Centralized v. Decentralized Accounting 
Organization: How to Decide which to Use’ 


By A. R. KASSANDER 
(New York Office) 


The professional accountant is 
frequently called upon to consider 
the form of accounting organiza- 
tion and structure of accounts 
appropriate to his clients’ circum- 
stances, especially where there 
exists a variety of plants and 
products. If his practice includes 
a broad cross-section of industry, 
he has been impressed by the vast 
differences in the administration 
of clients’ accounting activities. 

It is the purpose of this paper to 
set forth some of the factors which 
should be considered when study- 
ing a specific case. It is not in- 
tended to present any definite 
conclusions of universal application 
but rather to speculate as to the 
circumstances and thinking which 


have resulted in the various 
concepts of effective accounting 
administration. 


One extreme is a highly cen- 
tralized structure in which all 
records are maintained in the head 
office. There is one set of books 
consisting of control accounts sup- 
ported by appropriate subsidiary 
records. The accounting task at 
factory or branch may consist 


*This article was published in the Journal 
of Accountancy for August, 1949. 


merely in accumulating 
evidences of transactions 
cards, material requisitions, in- 
voices, freight bills, and similar 
documents) and transmitting them 
with more or less summarization 
to the head office. The only real 
account maintained locally is some 
form of imprest cash fund and there 
probably is a perpetual inventory 
record of raw materials and sup- 
plies with, perhaps, a record of 
finished product in quantities only. 
No nominal accounts are main- 
tained at the several locations. 


original 
(time 


At the other extreme is complete 
decentralization. Each plant, 
branch, or division is operated in 
all respects as though it were a 
separate company. There is a 
complete set of books at each loca- 
tion, from cash to surplus and sales 
to net income (sometimes after 
taxes), all under the over-all direc- 
tion of the resident manager. The 
activities of the company’s chief 
accounting officer consist of 
monthly consolidation of the divi- 
sional financial statements, main- 
tenance of accounts connected with 
general administration, including 
““‘billing’’ thereof to the divisions, 
and maintenance of “general divi- 














sion” books somewhat analogous 
to those of a holding company. 


In addition, the chief accounting 
officer may exercise more or less 
functional supervision of divisional 
accounting effort. Such functional 
supervision will be in the areas of 
uniform chart of accounts, required 
reports, establishment of budget 
systems, management of pay roll 
activities, taking periodic inven- 
tories and generally the prescription 
of and monitoring the execution 
of company-wide policies and pro- 
cedures. 


Between these two extremes we 
observe many variations and com- 
binations, some of which have been 
devised with considerable care and 
thought; others merely “grew like 
Topsy.” There is the well-known 
factory ledger with complementary 
general and factory ledger control 
accounts; a most ingenious device 
which permits infinite choice be- 
tween accounts to be centralized 
and those to be decentralized. 
Closely allied to the general and 
factory ledger technique is that of 
all control accounts on central 
books with certain supporting sub- 
sidiary records decentralized. The 
advantage of the latter method is 
that it is possible to prepare com- 
pany statements without waiting 
for outlying trial balances. The 
disadvantage is that when the 
trial balances are received they 
may not substantiate the control 
accounts. 
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In the area of individual opera- 
tions we find decentralized billing 
combined with either centralized or 
decentralized accounts receivable 
records. In the latter case cash 
collected may be deposited in bank 
accounts under local control or 
may be deposited only in “‘treasur- 
er’s’” accounts with withdrawal 
restricted to central office. We 
find completely centralized or com- 
pletely decentralized accounts 
payable records, or we may find 
decentralized account distribution 
and centralized liability and dis- 
bursement accounting. Similarly, 
there are wide differences in the 
handling of pay rolls and pay roll 
accounting and in the accounting 
for accruals. 


FIVE FACTORS WHICH USUALLY 
GOVERN 

The factors which affect the 
choice of accounting structure 
generally fall into five categories, 
namely, (1) management’s thinking 
in connection with divisional re- 
sponsibility, (2) size of the 
respective operating units, (3) 
geographical relation of divisions 
to central headquarters, (4) availa- 
bility of information to operating 
personnel, and (5) efficient and 
economical operation of accounting 
work. In the following discussion 
the term “division” frequently will 
be used in a generic sense to include 
not only major segments of the 
business but also such customary 
designations as plant, district, area, 
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and branch. Also for the purposes 
of this paper, there will be no dis- 
cussion of the problem of necessity 
or desirability of maintaining 
rigidly segregated and decentralized 
accounting records for wholly- 
owned subsidiary companies which 
are, in fact, merely operating divi- 
sions of the parent. 


MANAGEMENT’S ATTITUDE 
TOWARD DIVISIONAL 
RESPONSIBILITY 


With the growth of business 
enterprises to cover several distinct 
products or the integration of 
several steps in the production of 
one end product, some manage- 
ments concluded that to effectively 
administer such diversified activity 
it was essential to establish a group 
of autonomous operating units, 
each under a manager with com- 
plete authority over all aspects of 
operations, including accounting. 
Under this concept the central 
administrative staff deals only with 
major matters of over-all policy 
and company-wide concern. The 
divisional manager is judged solely 
on the basis of final result of his 
operations. 

The foregoing concept had con- 
siderable appeal and was gradually 
applied in situations where its 
applicability, at least in the field 
of accounting, was debatable. The 
conditions for which this principle 
of management was developed en- 
visioned an enterprise of such size 


and diversity that it is manageable 
only by segregation into autono- 
mous divisions of manageable di- 
mensions. Some managements, 
however, believed that the principle 
was equally appropriate to enter- 
prises of lesser scope. In such 
cases it is found frequently that 
the purported complete responsi- 
bility of the divisional manager is 
subject to more or less modification 
by top management. There may 
be suggestion and direction from 
above with respect to sales methods 
and prices, credit management, 
purchasing policies, and inventory 
accumulation. There is scrutiny 
of divisional cost and expense ac- 
counts. In short, the divisional 
manager in some degree is not 
“running his own business’; he 
cannot be judged solely on his 
final income account; rather, his 
performance is appraised in some 
detail in relation to the operating 
conditions established by his 
superiors. 

This is quite natural. In all but 
the largest industries central man- 
agement has the time to exercise 
some direction of divisional activi- 
ties and may be expected to use 
the superior ability implied by top 
executive rank. However, this con- 
dition raises the question as to 
whether control of all accounting 
and accounting work within the 
division is essential to effective 
discharge of operational responsi- 
bility. In fact, provided the divi- 


sional manager is furnished prompt 
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and adequate reports, he may 
welcome relief from the burden of 
directing all accounting activity. 

Thus it would appear that except 
in the largest enterprises where a 
divisional manager in fact stands 
in the position equivalent in all 
respects to that of a corporation 
president, there is no controlling 
management principle which re- 
quires that all accounting activities 
be performed within the divisional 
organization. The reader will note 
the term “‘all’’ accounting activities. 
Decentralization of some account- 
ing work at divisional locations 
usually will be found desirable and 
practicable. 


SIZE OF OPERATING UNITS 


There will at times be situations 
where the several operating units 
and the related accounting activi- 
ties are of such size that all or most 
accounting operations can be car- 
ried out efficiently on a decen- 
tralized basis. Factors to be 
considered would be segregation of 
duties for effective internal control, 
utilization of mechanical book- 
keeping equipment, availability of 
qualified personnel, and availability 
of office space. 

Also the number and nature of 
accounting questions to be resolved 
continuously may be such as to 
indicate the desirability of decen- 
tralization. The added work inci- 
dental to consolidation of the 
divisional financial statements may 





be compensated for by simplified 
day-to-day accounting work. 


GEOGRAPHICAL RELATIONSHIPS 


There is probably a close rela- 
tionship between size of the opera- 
tion and its distance from the home 
office in their effect on the desira- 
bility of decentralized accounting. 
That is, the further away the job 
is from headquarters, the smaller 
the operation which seems to justify 
decentralization on geographical 
considerations alone. The  ac- 
counting for a small or medium- 
sized operation within overnight 
mail or travel distance and rela- 
tively inexpensive telephone dis- 
tance might be handled most 
effectively on a centralized basis, 
whereas the same operation on the 
opposite coast might require com- 
plete local accounting to minimize 
delay and other complications. 

In matters involving contact 
with customers and suppliers, the 
closeness of such contact may be 
controlling. A division which sells 
largely to customers within its 
territory may find it desirable to 
maintain its accounts receivable 
records, whereas that point might 
be immaterial if the division han- 
dles one of the company’s products 
on a nation-wide basis. In fact, if 
several divisions serve many of the 
same customers, centralization of 
accounts receivable may be desir- 
able both for credit management 
and bookkeeping purposes. In such 
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cases, however, decentralized billing 
might be indicated. 


AVAILABILITY OF INFORMATION 

This subject may be considered 
from two viewpoints. First, which 
accounting data should be main- 
tained on a divisional basis regard- 
less of where the accounting work 
is done? Secondly, having decided 
on the matters concerning which 
the divisional manager should be 
informed, where is the accounting 
work to be performed? 

As to the first question, top 
management and the divisional 
managers require to be currently 
informed as to inventory positions. 
In manufacturing operations, divi- 
sional analyses in connection with 
the fixed asset accounts are desir- 
able. The amount of detail required 
currently by the division manager 
will depend on the type of opera- 
tion; that is, whether or not there 
is considerable movement within 
the fixed-asset group. Whether or 
not accounts receivable should be 
recorded on a_ divisional basis 
probably depends on credit policies. 
If initial credit approval and subse- 
quent collection activities take 
place under divisional direction, 
there is a need for divisional 


recording of accounts receivable; 
if this work is under central office 
control, divisional classification of 
the accounts would not seem to 
provide information of value to 
management at any level. 

As to all other balance-sheet 


accounts, there appears to be little, 
if any, value from the standpoint 
of availability of desirable manage- 
ment information in divisional 
segregation, either physically or on 
centrally maintained records. There 
is one management yardstick which 
may be deemed to justify ac- 
counting segregation of all balance- 
sheet accounts, namely, return on 
invested capital. 

Some businessmen place consider- 
able stress on return on invested 
capital by divisions, and on this 
basis alone they require complete 
accounting segregation (irrespec- 
tive of where the records are kept) 
of balance-sheet as well as income 
accounts. 

The author recognizes the impor- 
tance and value of such a yard- 
stick but questions the necessity of 
developing it as part of the current 
accounting routine. It is the type of 
data which can be prepared statis- 
tically once or twice a year with 
equal benefit to management and, 
possibly, considerable economy in 
the cost of accounting work. For 
current control equally good results 
may be realized by observing the 
behavior of such items as inven- 
tories, pay rolls, manufacturing, and 
selling expenses in relation to divi- 
sional activity. 

In connection with revenue, cost, 
and expense accounts there is as- 
suredly the requirement for segre- 
gation not only as to major seg- 
ments of operation but also as to 
lower levels of product, plant, dis- 
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trict, and branch. Whether the 
data can be submitted in a satisfac- 
tory manner to the various levels of 
management by way of periodic 
reports, or whether for adequate and 
timely information the accounts 
should be maintained at the source 
of transactions, will vary in indi- 
vidual cases. Size and geography 
will be factors, as will the nature of 
the data; that is, necessity (or de- 
sirability) of prompt and frequent 
information at the point of opera- 
tional control. 

At this point it may be appro- 
priate to mention, without extended 
discussion, another management 
concept which may have important 
bearing on the methods of keeping 
accounts. This problem deals with 
the breakdown of the entire state- 
ment of income, including general 
administrative expenses, into divi- 
sional units of varying operational 
levels. Company-wide general ex- 
penses are allocated to divisions; 
divisional general expenses are allo- 
cated to products; profits may be 
determined by plants. 


THE “EXPENSE POOL”? CONCEPT 


Opposed to this type of account- 
ing thought we find a concept under 
which only those selling, adminis- 
trative, and general expenses which 
can be associated directly with a 
division of the business are thus 
allocated or distributed. There 
results a general expense pool to be 
absorbed by profits before such gen- 
eral expenses. The effectiveness of 


each divisional operation is meas- 
ured not by its imputed net profit 
but by its contribution to the 
absorption of the pool of general 
expenses. Those who favor this 
type of thinking may also feel that 
a manufacturing plant as such 
cannot make a profit; it can only 
keep down costs. This concept can 
be carried out most effectively 
under standard cost procedures, 
inasmuch as the factory perform- 
ance is appraised entirely on the 
basis of variations from standards. 

The question of how far to break 
down profit figures is large enough 
to justify a paper devoted to that 
subject alone, and it has been dis- 
cussed in the past. It is the inten- 
tion here merely to call attention 
to it as a factor which may affect 
the accounting structure, its organ- 
ization and administration from 
the standpoint of availability of 
information. 


ECONOMICAL OPERATION OF 
ACCOUNTING WORK 


When and if a decision has been 
reached that, considering the size 
of operating units, geography, and 
availability of information, there is 
no compelling reason for decentral- 
ized operation of the general ac- 
counting records and many of the 
subsidiary records, the question 
boils down to what is an efficient 
and economical method of opera- 
tion. An informed solution of the 
problem will usually require a 
survey in some detail of the existing 
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accounting methods and a critical 
review of the methods of accumu- 
lating, classifying, and recording the 
data with respect to each account. 

The author feels that such a sur- 
vey should be related to account 
classifications rather than to ac- 
counting locations. The methods 
at any location may be appropriate 
to its own size and circumstances, 
but a given account classification 
may lend itself to more effective 
treatment if the work on that ac- 
count is handled in one location or 
at least in fewer locations. The 
investigator should be alert to the 
danger of duplication of accounting 
work by centralization because di- 
vision management may continue 
local records rather than rely on 
periodic reports. 

A few examples which do not 
include all possible applications and 
solutions may serve to illustrate the 
suggested approach. Billing may 
be most advantageous at the point 
of shipment, but it may be more 
efficient to maintain the related 
accounts receivable records at a 
central location due to possibility 
of using mechanized equipment, 
greater ease of identifying cus- 
tomers’ remittances, simplification 
of collection methods and similar 
considerations. Similarly, the sales 
analysis may be prepared more 
readily at a central location, though 
in that case care should be taken 
that the work is not duplicated at 
the divisional location in order to 
obtain sales reports more rapidly. 





Accounts payable invoices, after 
documentation at divisional loca- 
tions for receiving, inspecting, and 
storeroom reports, are frequently 
handled most effectively on a cen- 
tralized basis. Here, also, the 
voucher distribution work may turn 
out to be a compromise between a 
more efficient clerical operation at a 
central office and more prompt cost 
information at the division. 

Inventory records very frequently 
must be maintained locally with 
only a control account at central 
office in order to assure up-to-the- 
minute information at the local 
level. 

Plant accounts and related de- 
preciation accounts often can be 
maintained most effectively in a 
central record, with unpriced item 
records at the plant. 

It is frequently more efficient to 
operate the entire group of prepaid, 
deferred, and accrued items on a 
centralized basis. 

The problems of time and dis- 
tance in connection with pay roll 
preparation can at times be solved 
so as to permit an efficient central- 
ized operation based on time and 
production reports prepared locally. 
The best place and method of 
preparing labor distributions should 
be studied, bearing in mind local 
requirements of prompt cost in- 
formation. Detailed cost records 
are usually kept at the local level, 
although instances have been ob- 
served where local cost accumula- 
tions and compilations were con- 
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fined to direct material and direct 
labor. 


Up to this point the discussion 
has distinguished between accounts 
maintained centrally and_ those 
maintained at operational loca- 
tions. Situations have been ob- 
served where the central accounting 
authority has found it expedient to 
establish field offices under its 
direct supervision to handle the 
accounting with respect to several 
operational divisions within given 
areas on a centralized basis. In 
such circumstances certain oper- 
ating and cost accounts might still 
be retained on a divisional or de- 
centralized basis under centralized 
control accounts. 


ORGANIZATION AND CONTROL 


Whenever there is decentralized 
accounting in whole or in part, the 
question arises as to relative author- 
ity over accounting matters, meth- 
ods, and personnel of the company’s 
chief accounting officer and the 
divisional manager. Opinions vary 
between complete authority of the 
company’s chief accounting officer 
to complete ignoring of that indi- 
vidual and the vesting of full re- 
sponsibility in the divisional man- 
ager. 


Organizational techniques recog- 
nize three types of supervision; 
namely, direct, administrative, and 
functional. These have been de- 
fined as follows: 


Direct Supervision 
Unlimited direction and control 
through the line of authority. 


Administrative Supervision 


Direct management and control 
of purely administrative matters, 
such as maintenance of records and 
conduct of employees, as distin- 
guished from indirect supervision 
of the execution of a group of 
related functions. 


Functional Supervision 

Supervision of an indirect nature 
which comprises the prescribing of 
policies and procedures pertaining 
to a field of related or specialized 
functions, and the monitoring of 
the execution of such policies and 
procedures. 

The author believes that decen- 
tralized accounting should be sub- 
ject to the administrative super- 
vision of the divisional manager 
and the functional supervision of 
the company’s chief accounting 
officer. The latter should exercise 
direct supervision over the activi- 
ties of centralized accounting work. 
Functional supervision of decen- 
tralized accounting activities prob- 
ably should include concurrence by 
the chief accounting officer in the 
selection of accounting personnel 
at divisional locations. 

A variation of the foregoing 
organization structure contemplates 
direct supervision of decentralized 
accounting work by the divisional 

(Continued on page 23) 
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Much Ado About Working Papers 


By E. J. TAYLOR 
(New York Office) 


You see the unfamiliar person 
enter and then observe he is carry- 
ing the familiar pad of seven 
column paper and say, Oh! the 
auditors are here again. The audi- 
tors—they are always making notes; 
writing things on paper; filling 
endlessly schedule after schedule 
with descriptions and figures. They 
are making their working papers; 
oftentimes a formidable load of 
them to store the intimate facts 
about your business—those checks 
you had outstanding; the names of 
people who owed you money; about 
your inventories and the new desks 
and chairs you bought; and the 
insurance policies with premium 
unexpired; debts, too; pay rolls 
accrued and even pay roll taxes; 
and other, other things. 

Some auditors seem not too sure 
that your books will last or that 
your files will always faithfully 
yield the handsome web of evidence 
they spin within their papers to 
show how fine and full was their 
audit. Each year the number of 
binders increases; something new 
has been added. And, each suc- 
cessive man who inherits the pleas- 
ure of auditing your books may be 
careful not to fail to make all the 
variety of papers which were made 
last year and to add some new 


varieties for good measure. The 
new juniors probably will not ques- 
tion the wisdom of their prede- 
cessors and they will do in like 
manner. 


Working papers are tools for the 
auditor. They develop the perspec- 
tive, sharpen the focus and display 
the scope of the examination; and, 
they sustain the auditor’s opinion. 
Every good workman needs good 
tools. Not necessarily many tools, 
nor big ones instead of little ones, 
nor a standard variety of tools; 
but just enough excellent tools for 
the job in hand. 


Clients should help the auditor 
“tool up’’ for the examination by 
preparing some of the needed sched- 
ules, analyses and summaries, using 
a supply of the paper the auditor 
likes so well. But, beware that these 
are not merely filed in audit binders 
while the auditor prepares other 
papers in a style more to his liking. 
The client and auditor can discuss 
this matter, reach mutual under- 
standing as to what papers are 
needed and agree upon the part 
which the client’s staff can play in 
the preparation of such papers. 
The client should understand, of 
course, that the papers must be 
good, made with care, and in the 
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style and form agreed upon; and 
on time. ; 

Books and texts on auditing are 
replete with the expression ‘“‘the 
auditor should.”’ About working 
papers, it is often better that they 
say “‘the auditor should not.’”’ He 
should not— fail to avail himself 
of a client’s offer to prepare data 
for the audit; save the scribblings 
and notes which demonstrate his 
thought processes, the superseded 
schedules, the duplicate copies, the 
adding machine tapes, and other 
trivia; retain detail lists of cus- 
tomers’ and creditors’ accounts, 
inventory books, stocks of confirma- 
tions, or like items which can be 
left in the client’s files; list prac- 
tically every addition to plant 
accounts and find the vouchers too, 
as though he were going to certify 
just that; list all the insurance 
policies and check out the unexpired 
premium with such accuracy that 
it would seem his life depended on 
it; or pick up most everything that 
isn’t fastened down and put it in 
the papers. And please, please 
don’t fill up a fourteen column 
sheet when everything that’s needed 
can be put in four columns; or do 
all those useless chores of which 
many files of audit working papers 
so eloquently bespeak. 

A senior once, in whimsical mood, 
entered on a sheet the time of day 
for every cigarette he smoked. He 
was a chain-smoker. Dutifully the 
junior filed the sheet in the work- 
papers and it was solemnly ap- 


proved by senior and supervisor. 
On one system survey, I en- 
countered two rather unessential 
records to which the employees had 
given the names of JOKER and 
HA-HA BOOK. Those none too 
subtle terms convey a realism the 
auditor might apply to judge the 
quality of his working papers. 
There should be little need to 
describe to experienced accountants 
the marks of good working papers. 
Clear, concise, complete, to-the- 
point, not-cramped, not-too-ver- 
bose, understandable to most, if 
not all, readers, well-organized— 
these are some of the major virtues 
which characterize them. 

Many sets of good working 
papers are spoiled because the 
auditor failed to apply good tech- 
nique to organize them for ready 
explanation of financial statements, 
review by supervisors and prin- 
cipals, or follow-up by another 
auditor. BS Rt Bee BR, 

Consider how the text of the 
short form of audit report contains 
two leading clauses which should 
govern the form and arrangement 
of the principal audit working 
papers. Those clauses state that: 


(1) The balance sheet and 
related statements of income 
and surplus were examined by 
the accountants, and 


(2) The financial statements 
present financial position and 
results of operations in con- 
formity with accepted account- 
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ing principles applied on a 
basis consistent with that of 
the preceding year. 


Regardless of those expressions 
in the audit report, a great many 
auditors follow the practice of 
examining the general ledger trial 
balance, making extensions of the 
figures to various columns of a 
“working trial balance’ sheet and 
preparing financial statements only 
after completion of such examina- 
tion. And, very often the working 
papers of the trial balance and its 
supporting schedules do not show 
comparison with the accounts of the 
preceding year nor comments with 
respect to significant changes be- 
tween the two years. In the pro- 
cess of examining the trial balance, 
the reclassifications of elements of 
certain accounts (such as to transfer 
credit balances in receivables from 
asset to liability position on the 
balance sheet) are entered as “‘ad- 
justments” on the working trial 
balance in the same manner as 
journal entries for corrections of 
the accounts. Also, among such 
adjustments are the corrections of 
accounts which the client may have 
made after the auditor has drawn 
off his trial balance. 


Of course, for the small company 
with relatively few accounts the 
“‘working trial balance’’ method is 
a very practicable one. But, I have 
seen it employed for the very 
large companies having an ex- 
tensive set of accounts and even 


in situations when the client has 
closed the books for the year and 
prepared financial statements (in 
detailed form as well as condensed 
form) subject to audit. If the 
client has not prepared formal state- 
ments, subject to audit, frequently 
he has prepared informal or pre- 
liminary statements and is waiting 
to compare them with the auditor’s 
results. 

Using the working trial balance 
method, the auditor is not equipped 
to make the comparison with the 
client, or readily to explain his own 
statements, without much trouble. 
The trouble will be greater if the 
auditor uses the “gathering’’ or 
“grouping” sheet to group items 
from the adjusted trial balance for 
his financial statements and follows 
the time-worn custom of grouping 
figures without descriptive titles or 
with very limited titles. The audi- 
tor is then in a position similar to 
that of the supervisor or principal 
who is reviewing such audit working 
papers and finds it necessary to 
(1) refer to the gathering sheet, 
(2) identify the items on the work- 
ing trial balance, (3) refer to the 
index of the working papers, (4) 
locate the supporting schedules and 
the adjusting journal entries (or 
reclassification entries), and (5) 
mentally integrate all those papers 
in order to observe the data sup- 
porting the accounts and the scope 
of the examination. Oftentimes 


such review is made much more 
difficult because supporting sched- 
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ules are not filed in sequence of the 
entries on the gathering sheet but 
in the sequence of accounts on the 
trial balance. 

The working trial balance method, 
as rather incompletely described 
above, might be called a synthetical 
approach in the audit by which a 
variety of details are examined and 
at the conclusion of such work the 
financial statements are assembled 
from the accounts. A contrary 
method might be called the analyti- 
cal approach if it starts with the 
financial statements as prepared 
by the client, or as prepared by the 
auditor on the basis of the book 
accounts before audit, and as- 
sembles the data underlying the 
amounts on such statements. The 
latter approach puts the auditor in 
better position to (1) select the 
more significant items and accounts 
for first consideration, (2) integrate 
income account transactions and 
balance sheet remainders, and (3) 
plan, direct and control the work 
of assistants. Moreover, he is in a 
better position for preliminary dis- 
cussion of problems with his super- 
visors or the client. In a great 
many instances such financial state- 
ments can be revised by audit 
adjustments and serve as the final 
product of the examination. 

For some of the ills that have 
been mentioned, the writer has a 
cure, as might have been suspected. 
This cure makes things easier for 
everyone, including the client, audi- 
tor, reviewer and any successor of 


the auditor. For convenience it 
shall be called the “‘master sched- 
ule’’ method. It is not new. It has 
been used successfully by many 
able auditors for many years; but 
few have taken the trouble to 
gather proselytes from the working 
trial balance school of thought. 

This master schedule method 
practically ignores the general ledger 
trial balance except to write it 
down on paper, see that it balances 
and correct it for any adjustments 
which the client may enter in the 
books during the audit. 

After obtaining the general ledger 
trial balance a series of separate 
work sheets (so-called master sched- 
ules) are prepared for grouping the 
ledger accounts included in each of 
the amounts shown on the financial 
statements; that is, for cash, ac- 
counts receivable, inventory, plant, 
accounts payable, etc.; and sales, 
cost of sales, expenses, etc. These 
sheets contain fully descriptive titles 
of the accounts and the amounts 
are entered under column headings 
stating the date of the balance sheet 
or period of the income statement. 
A subtotal of the listed ledger ac- 
counts is entered on the sheet and 
thereafter the reclassification trans- 
fers are listed with explanation of 
the reasons for them. The sum of 
such subtotals and the transfers 
represent the amount of the par- 
ticular classification for the com- 
pany’s financial statements under 
examination by the auditor. Fol- 
lowing such amounts on_ these 














14 L. R. B. & M. Journal 





gathering sheets there are entered 
the adjustments developed by the 
audit, so as to obtain the final totals 
shown on the financial statements 
submitted with the audit report. 
Descriptions of the audit adjust- 
ments appear on the master sched- 
ules instead of only code references 
to the adjusting journal entries. 

On the master schedules, in a 
column next to the one which dis- 
plays the figures for the financial 
statements under examination, there 


are entered the corresponding ledger 
amounts and reclassification trans- 
fers for the preceding year. The 
comparative amounts can be the 
adjusted balances after audit, so 
that the total of such balances and 
the reclassification transfers will 
equal the amounts shown on the 
financial statements for the pre- 
ceding year; or they could be the 
figures before audit adjustments. 

An illustration of the master 
schedule is as follows: 


ACCOUNTS RECEIVABLE—OTHERS 


Employees’ loans, advances, etc 


Claims against insurance companies....... 


Claims against vendors for price adjustments..... 


Sales of machinery and equipment. 
U. S. Customs drawback claims....... 


Notes receivable from supplier, due in one year 


Salesmen’s deposits with customers 
Interest receivable................. 


Total ledger accounts 
Add: 


Claims against carriers for damage or loss i in shipments. . 


December 31 





1949 1948 


$ 5,963.86 $ 4,713.39 





Debit balances transferred from accounts payable, trade 


creditors....... 


Deduct: 





Credit balances in employees’ accounts—transferred to 


accounts payable, others.......... 


Total per company balance sheet. . 


Adjustments: 


Additional claims against carriers—journal entry 45... 


Total per final balance sheet..................... 





54,940.63 38,273.63 
11,160.79 268.19 
19,391.86 
5,157.51 210.59 
13,939.24 6,471.33 
rere 60,000.00 60,000.00 
Lae 65,678.08 63,330.83 
Fe Re aS are 1,317.71 968.75 
ene Ree 237,549.68 194,236.71 
a aeepiereaa teat std 6,921.60 7,482.12 
244,471.28 201,718.83 
Ur ene 840.00 
Bierce ee sed 243,631.28 201,718.83 
11,235.43 
$254,866.71 $201,718.83 
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A useful variation in the form of 
the master schedule may be em- 
ployed with respect to plant ac- 
counts and certain reserve or ac- 
crual accounts by showing opening 
balances, additions and deductions 
and closing balances for the ac- 
counts comprised in the particular 
classification. That form of the 
schedule would facilitate prepara- 
tion of SEC Form 10-K if required 
for the company. 

The master schedules are ex- 
pected to provide a readily avail- 
able and complete display of the 
elements contained in the figures 
shown on the statements, both as 
per the company and as adjusted by 
the audit, the audit adjustments, 
and some of the evidence of con- 
sistency in application of account- 
ing principles for the current and 
preceding year. The detailed papers 
and schedules relating to the ex- 
amination of items appearing on 
the master schedules are grouped 
for filing with the related master 
schedules, except that such papers 
in large volume (such as for cash, 
inventory, etc.) are bound separ- 
ately and referenced to the par- 
ticular master schedule. All the 
master schedules appear in the 
principal binder of working papers, 
filed in sequence of appearance of 
the classifications on the statements, 
with the related supporting sched- 
ules for each master schedule placed 
under it in the binder, if not filed 
separately. Appropriate comments 
or observations should be included 


on the supporting schedules to 
indicate that the auditor has con- 
sidered the matter of consistency 
of accounting in his study of the 
comparative balances of the ac- 
counts for the two years. 

It is feasible in many instances 
to prepare master schedules in 
advance of commencing a recurring 
audit and insert the prior year 
figures. That practice is particu- 
larly helpful when there is a change 
of senior for the examination. 
With such advance preparation the 
significant data for the financial 
statements under examination may 
be produced in short time, and con- 
trol over the conduct of the audit 
achieved almost from the outset. 

This discussion of master sched- 
ules has been predicated on the 
assumption that the company does 
not formally close its books or 
produce financial statements sub- 
ject to audit. Such a situation is 
present probably in most examina- 
tions. However, the plan is appli- 
cable even where such events occur, 
because the entries in surplus ac- 
count would be analyzed to obtain 
the listing of nominal (operating) 
accounts and the master schedules 
would be made up of the items 
which were used to formulate the 
company’s report. In such in- 
stances, all changes of the com- 
pany’s figures, both for reclassifica- 
tions and corrections, would be 
scheduled as audit adjustments. 

The outlined procedure for mas- 


(Continued on page 24) 
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Montgomery's Auditing 


REPORT OF THE COMMITTEE ON ANNUAL AWARDS 
of the 
AMERICAN INSTITUTE OF ACCOUNTANTS 
as presented to, and adopted by, the Institute at its 
ANNUAL MEETING IN Los ANGELES, NOVEMBER 1, 1949 


The Committee on Awards recommends that ROBERT H. 
MONTGOMERY receive the award this year for the outstanding book 
or article in the field of accounting. In making this recommendation 
the Committee has followed somewhat the pattern established for 
the outstanding service award in that the seventh edition of 
Mr. Montgomery’s book on Auditing is the culmination of many 
years’ contributions to this phase of accounting literature. 


Throughout the years since 1912, when the first of the series 
was published, Robert H. Montgomery’s book on Auditing has been 
considered by many to be the “‘Bible’”’ on the subject. Prepared by 
an outstanding leader in the profession with the cooperation of some 
of his associates, all in active practice, out of their wealth of experience 
in dealing with practical auditing problems, these books are unique 
in their authoritative coverage of the field. 


The seventh edition, Montgomery’s Auditing, published dur- 
ing the year, is undoubtedly the most important in this long 
series of outstanding books. Major developments have taken place 
in the thinking of the profession in the years since the preceding 
edition. The responsibilities of the profession have been enlarged in 
many ways and numerous refinements in accounting and auditing 
concepts have taken place. It has been an extremely difficult, and 
no doubt arduous, task to incorporate the developments of recent 
years in this latest edition. In doing so with such great clarity and in 
such an exceptionally useful manner, ROBERT H. MONTGOMERY 
and his co-authors, NORMAN J. LENHART and ALVIN R. JENNINGS, 
have performed a great service to the accounting profession and 
to all who use the profession’s services. 
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The 1949 Firm Meeting 


The 1949 Lybrand, Ross Bros. & 
Montgomery firm meeting was held 
at Asheville, N. C. from Thursday, 
September 29 to Sunday, October 2. 
In addition to the 119 partners and 
staff members who attended the 
meeting, there were present as 
guests of the firm Messrs. G. E. 


Hoult and W. G. Jephcott, of P. S. 
Ross & Sons, Canada, and Mr. 
J. Marvin Haynes, formerly in 
charge of our Washington, D. C. 
office. (The visit of Messrs. Hoult 
and Jephcott was returned by 
Messrs. Russell, Carson and Staub 
who attended the firm meeting of 
P. S. Ross & Sons in late October.) 
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Technical papers and speeches 
prepared for the meeting covered 
the following subjects: 

By Mr. SCHAFFER: 


Matters presently under consideration by 
the Accounting Research Committee of the 
American Institute of Accountants. 


By MR. JENNINGS: 

Matters presently under consideration by 
the Committee on Auditing Procedure of the 
American Institute of Accountants. 

By Mr. MarTIN (Philadelphia) : 

Examinations of banking institutions. 

By Mr. DRABENSTADT: 

Proposed standard curriculum and pro- 

cedure for staff training. 
By Mr. RAPPAPORT: 

Recent SEC developments. 
By Mr. RICHARDSON: 

Recent changes in our Washington tax 
office. 

By Mr. HAYNES: 

Discussion of recent tax bills submitted to 
Congress. 

By Mr. BARDES: 

Implications as to effect upon an ac- 
countant’s tax practice to be drawn from 
the Bercu decisions. 

By Mr. MAGATHAN (Washington): 

Some of the conditions affecting the de- 
ductibility of accrued vacation pay in 
federal income tax returns. 

By Mr. SCHLENKER (New York): 


Effects of the proposed amendment of 
Wage-Hour Regulations upon the de- 
termination of professional and nonpro- 
fessional staff members. 


When not engaged in formal or 
informal technical meetings, those 
present foregathered with their 
many friends whom they may not 


have seen since previous firm meet- 
ings. There was also opportunity 
for various forms of relaxation, in- 
cluding walks and drives through 
nearby forest reserves. A _high- 
light of the occasion was the play 
for the Lybrand Golf Cup by 
forty-nine men on Saturday. This 
year custody of the cup, which 
annually goes to the golfer having 
the lowest net score for the 18 holes 
of play, went to Abner J. Starr of 
our Cincinnati office whose net 
score was a par 71. Presentation of 
the award was made Saturday 
evening by Mr. Lybrand. 

In addition to the Cup, prizes 
were awarded as follows: 


Low gross score....... Norman J. Lenhart 
Runner-up, low gross 

ies encanta Robert S. Warner 
Runner-up, low net 

IE oiecimnres oes Walter L. Schaffer 


Kickers’ handicap..... 
Pro shop raffle....... 


Roger F. Burd 
. Walter G. Draewell 


The American Institute Meeting 


The sixty-second Annual Meet- 
ing of the American Institute of 
Accountants, which was held in Los 
Angeles from October 31 to No- 
vember 3, is reported to have been 
an outstanding success. Approxi- 
mately sixty members of our organ- 
ization attended the convention, 
attesting once again to our active 
interest in the broader aspects of 
professional activities. 

One of the highlights of the meet- 
ing was the presentation to Colonel 
Montgomery of the Institute’s 

(Continued on page 24) 
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Notes 


SE eR ee 

We regret to report the death on 
October 6, 1949, of Frank L. 
Hammond, a member of our Chi- 
cago office staff since 1942. Mr. 
Hammond was born in Elgin, 
Illinois, and obtained his account- 
ing education at Walton School of 
Commerce and the University of 
Chicago. He had been engaged in 
the practice of public accounting 
since 1916. Mr. Hammond is sur- 
vived by a daughter, a son and five 
grandchildren. He will be missed 
by his friends in the Chicago office 
and long remembered for his cheeri- 
ness during his long illness, and his 
ready and capable assumption of 
any assignment. 

The sudden passing of George M. 
Zimmer on October 29, 1949 was a 
shock to his many friends in the 
organization. Mr. Zimmer, for- 
merly a district superintendent for 
the Pullman Company, had had, 
since November, 1947, charge of 
transportation arrangements for the 
New York office. In that capacity, 
and from attendance at firm meet- 
ings in Asheville, he had become 
well and favorably known to a 
large number of our organization. 
His amiable and friendly disposition 
endeared him to his associates in 
the New York office. He is survived 
by his wife, Mrs. Helen J. Zimmer. 

We extend our deepest sympathy 
to the families of Mr. Hammond 
and Mr. Zimmer. 

ee 


Baltimore Office 


Mr. Staub will act as a Discussion 
Leader on the subject “‘American 
Institute of Accountants’ Bulletins’”’ 
at meetings of the Maryland Asso- 
ciation of Certified Public Ac- 
countants scheduled for September 
27, 1949 and April 25, 1950. 


Dallas Office 


The annual golf tournament and 
dinner for twenty-one men of the 
Dallas office staff was held at Brook 
Hollow Golf Club on September 
19th. According to pre-game fore- 
casts, Kenneth Arthur came through 
for the low net score. Prizes were 
awarded for the low net and low 
gross scores. After the game, cock- 
tails and dinner completed an after- 
noon and evening of much pleasure 
and enjoyment. Mr. B. L. Tacke, 
of the Philadelphia office, was a 
guest for the occasion. 

Mr. J. F. Stuart Arthur is to 
address the Houston Chapter of the 
Texas Society of Certified Public 
Accountants on November 16, 1949. 
His subject is “Accounting in the 
Cotton Business.”’ 

The Dallas office honored Mr. 
Thomas A. McLaren on the event 
of his seventieth birthday on Oc- 
tober 3lst. He was presented with 
a portfolio by the firm and various 
gifts from the staff. 

Mr. William P. Irving is serving 
on the executive committee of the 
Dallas Chapter of the Texas Society 
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of Certified Public Accountants. 
This committee has been instru- 
mental in having a C. P. A. ap- 
pointed to the post of County 
Auditor of Dallas County, Texas. 
Mr. Irving is also a member of the 
committee on Federal and State 
Taxation of the Texas Society of 
Certified Public Accountants. 


Los Angeles Office 


Mr. Warner addressed the Los 
Angeles Chapter, California So- 
ciety of Certified Public Account- 
ants, on September 12, 1949. His 
topic was “The Renegotiation Act 
of 1948.” He also addressed a 
meeting of Beta Alpha Psi at the 
University of Southern California 
on October 7th on the subject 
“What the Public Accounting Field 
Demands and What it Offers.” 

Mr. H. G. Bowles addressed the 
monthly dinner meeting of the 
Los Angeles Chapter, Society of 
American Accountants, on Sep- 
tember 27th, on the subject ‘“‘Audi- 
tor’s Reports,” and is scheduled to 
present the same paper before an 
accounting class of the University 
of Southern California on October 
25th. 

Mr. J. H. Munro is scheduled to 
serve as one of a panel of three 
speakers at a meeting of the Los 
Angeles Chapter, California Society 
of Certified Public Accountants, on 
October 24th, on the subject of 
“Inventories.” 

Mr. T. H. Anglea served as hotel 


accounts receivable expert on a 
panel of four speakers at a meeting 
of the Los Angeles Chapter, Cali- 
fornia Society of Certified Public 
Accountants, on September 26th, 
for discussion of accounts receivable 
auditing. Mr. Anglea also assisted 
the Board of Civil Service Commis- 
sioners of the City of Los Angeles on 
September 27th in conducting oral 
examinations of applicants for po- 
sitions as senior accountants. 


Mr. J. W. Voris attended the 
joint meeting of The Western 
Association and The Central Asso- 
ciation of University and College 
Business Officers at Denver, Colo- 
rado, on June 26th, 27th, and 28th. 


Mr. C. A. Pearson is a scheduled 
speaker at the forthcoming Second 
Annual Institute on Federal Taxa- 
tion of The University of Southern 
California School of Law on October 
19, 20, and 21, 1949. 


Los Angeles staff members cur- 
rently serving on committees of the 
Los Angeles Chapter, California 
Society of Certified Public Ac- 
countants, are as follows: 


Committee on SEC Accounting: 
Mr. I. L. Van Dyne 
Committee on Petroleum Industry Ac- 
counting: 
Mr. J. W. Voris 
Committee on Retail Accounting: 
Mr. T. H. Anglea 


Committee on Taxation: 


Mr. C. A. Pearson 
Mr. C. M. Hurley 
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New York Office 

On September 23rd, the New 
York Tax Department gave a 
dinner party at Fraunces Tavern 
in honor of Mr. Richardson, who 
was leaving New York to become 
the firm’s resident partner in Wash- 
ington, D. C. After dinner, Mr. 
Malcolm Crusius, on behalf of the 
Tax Department, presented to Mr. 
Richardson a bronze desk set in- 
scribed with the dates of his in- 
cumbency as resident partner in 
New York. Twenty-four present or 
past members of the Tax Depart- 
ment attended the dinner. 

The 1949 tennis tournament of 
the New York office, which had 
been rained out at the previous 
attempt, was held October 14, 1949, 
at the West Side Tennis Club, 
Forest Hills, L. I. Nine stalwarts 
competed and Durward Morgan 
took on the arduous task of referee. 
Stewart DeBow retained the cham- 
pionship he won last year, but this 
time with the assistance of a 
“Charley Horse’ in his opponent’s 
camp. With the score of the first 
set five all and deuce, Thomas 
Lynch, the other finalist, fell heir 
to a cramp in his leg and regret- 
fully was forced to retire. The 
committee ruled that said ailment 
was no excuse for holding a third 
tournament, having in mind that 
rain and/or cramps might recur 
indefinitely. Advantage was taken 
of the early ending of the tourna- 
ment to engage in less strenuous 
activities of an enjoyable nature. 


Prizes were awarded to the tennis 
champion and the runner-up, and 
dinner at the club with Mr. and 
Mrs. Taylor concluded the pleasant 
occasion. 

On October 28, 1949, sixteen 
members of the Quarter-Century 
Club held their annual dinner 
meeting at the Hotel New Yorker. 
Mr. Lybrand and Mr. Knoll were 
welcome guests. Dave Hardie re- 
galed the gathering with a vivid 
account of his recent trip to Europe, 
including an uncensored report of 
his adventures in Paris (with a 
Scot’s accent!). Four new members 
(one in absentia) were welcomed to 
the group, and Ralph Grover was 
elected President, Dave Hardie, 
Vice President, and Nat Bergman, 
Secretary and Treasurer, for the 
ensuing year. 

Mr. Ralph F. Anthony, of the 
New York tax staff, was admitted 
to the Bar of the State of New 
York on October 26, 1949. He re- 
ceived his LL.B. from Fordham 
University in June, 1949, after four 
years of night law school. 

Mr. A. R. Kassander has been 
appointed a member of the Com- 
mittee on Research of the N.A.C.A. 
He spoke before the Williamsport 
Chapter on October 10, 1949. His 
subject was “‘Inventories.”’ 


Philadelphia Office 


Members of the Philadelphia 
office staff have been elected to 
memberships as follows: 
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American Institute of Accountants: 
William G. Casey 
Leon Daniels 
Joseph C. Dise 
Pennsylvania Institute of C. P. A.’s: 
Walter T. Brown 
James F. Dulin 
Walter F. Raab 
National Association of Cost Accountants: 
James F. Dulin 
Thomas P. Handwerk 


The News Bulletin of the Phila- 
delphia Chapter of N.A.C.A. re- 
ports that the team captained by 
our George J. Kira stands first in a 
list of fourteen in the team com- 
petition covering applications for 
membership, member attendance, 
etc. 

Mr. Petty was a member of the 
panel discussing general accounting 
problems at the first fall meeting of 
the Accounting Study Group of the 
Philadelphia Chapter of the Penn- 
sylvania Institute which was held 
on October 3rd. 

Mr. Cyril P. Gamber spoke be- 
fore the Reading Chapter of the 
National Association of Cost Ac- 
countants at the Wyomissing Club 
on October 21st on the subject, 
“Installation of Accounting Sys- 
tems and Other Special Accounting 
Services to Management.” 

Mr. Mahon gave a talk at Temple 
University before the Tax Study 
Group of the Philadelphia Chapter 
of the Pennsylvania Institute of 
C. P. A.’s on October 5th. His sub- 
ject was “Current Developments 
Relating to Corporate Recapitaliza- 
tions, Split-ups, Stock Dividends 


and Related Redemptions.” (‘‘Pre- 
ferred Stock Bail-outs’). He 
spoke on the same subject before 
the Union League Tax Luncheon 
Group, Philadelphia, on October 
7th; and at the meeting of the Con- 
trollers Institute in Birmingham, 
Alabama, on November 3rd. 

The match play tournament for 
the Adam Averell Ross Golf Memo- 
rial Trophy has been completed, 
and the 1949 winner’s name, Britton 
H. Miller, has been engraved there- 
on. The donor of the Trophy, 
Mr. T. Edward Ross, presented a 
small silver cup, similarly engraved, 
to the winner to add to his col- 
lection. 


San Francisco Office 
Mr. Robert Buchanan attended 
the 1949 convention of the National 
Tax Association in Boston as an 
official delegate of California ap- 
pointed by Governor Warren. 


Seattle Office 

Mr. R. L. Aiken was recently 
elected to the Board of Directors 
of the Washington Society of Certi- 
fied Public Accountants, appointed 
Chairman of the State Society 
Committee on Accounting Prac- 
tices and Procedures and Chairman 
of the Program Committee for the 
Seattle Chapter of the State So- 
ciety. He was active in organizing 
the Seattle Chapter of the Institute 
of Internal Auditors and addressed 
their September meeting on the 
subject, “What the Public Ac- 
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countant Expects of the Internal 
Auditor.” 

Mr. W. E. Whitely passed the 
C.P.A. examination held in May. 

St. Louis Office 

Mr. Joseph W. Bower acted as 
meeting chairman of the October 
18, 1949 meeting of the St. Louis 
Chapter of N.A.C.A. at which Mr. 
Russell spoke on the subject, ‘‘Real- 
istic Pricing for a Stable Economy.”’ 

Mr. Russell B. Woolley is serving 
as a member of the Committee on 
Natural Business Year of the Mis- 
souri Society of Certified Public 
Accountants and a member of the 


Ethics Committee of the St. Louis 
Chapter of the Missouri Society of 
Certified Public Accountants. 

Mr. Ernest A. Clark is an in- 
structor in Auditing Principles and 
Practices at the Evening School of 
St. Louis University. 

Mr. E. F. J. Meyer spoke on 
September 22nd before the St. 
Louis Chapter N.A.C.A. Discussion 
Forum on the subject, ““Reports— 
Meeting Place of Accounting and 
Management.” Mr. Meyer is also 
a member of the Committee on 
Education of the St. Louis Control 
of the Controller’s Institute of 
America. 





Centralized v. Decentralized Accounting Organization 


(Continued from page 9 


manager. The latter in turn re- 
ceives his instructions through the 
line of authority with the chief 
accounting officer acting in the 
capacity of a staff aide to the 
chief executive officer. 

The latter form is preferred by 
those who believe in placing com- 
plete authority and responsibility 
in the divisional manager over all 
matters within his “four walls.” 
Such authority would be subject 
only to the next higher level of 
management which may rely on 
such specialized aid and advice 
as it deems necessary. This form of 
organization appears to be appli- 
cable particularly to a subsidiary 
company in its relations to the 
parent. In the case of an operating 


division, the author feels that, as- 
suming a sincere desire on the part 
of all concerned to work together 
effectively, the differences between 
the two types of organization are 
more of form than of substance. 


CONCLUSION 

Except in the largest enterprises 
where the divisional manager in 
fact occupies a status in all respects 
equivalent to that of a corporation 
president, there appears to be no 
controlling principle of manage- 
ment which calls for complete 
decentralization of accounting on a 
divisional basis. Factors to be 
considered are size of units, their 
geographical relationship to the 
central office and the necessity for 
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availability of information to di- 
visional managements and oper- 
ating personnel. After the effect 
of the foregoing factors has been 
determined, the choice should be 
based on the most efficient and 
economical methods of handling 
the several accounts. Considera- 
tion may be given in appropriate 
circumstances to the establishment 


of field offices under the direct 
supervision of the central account- 
ing office to maintain on a central- 
ized basis certain accounts of sev- 
eral divisions within a geographical 
area. 

Functional supervision by the 
company’s chief accounting officer 
over all accounting work wherever 
performed should be recognized. 





Much Ado About Working Papers 


(Continued from page 15) 


ter schedules must be adopted to 
such bookkeeping variations as 
where ledgers subsidiary to the 
general ledger are used to absorb 
accounts from the general ledger; 
such as, for example, a foreign 
ledger, sundries ledger, expense 
ledger or factory ledger. The ac- 
counts in the subsidiary ledgers 
would be listed (with comparative 
figures for the preceding year) on 
submaster schedules related to the 


schedules of the general ledger 
accounts. 

The discussion of master schedules 
points up the problem of good or- 
ganization of otherwise satisfactory 
working papers. The more impor- 
tant matter, however, is the never- 
ending problem of getting high 
quality in underlying papers, with 
professional satisfaction to the audi- 
tor and no waste of his clients’ 
fees. 





Editorials 
(Continued from page 18) 


award for service to the profession 
through publication of the seventh 
edition of Montgomery’s Audit- 
ing. A reproduction of the certifi- 
cate of award appears elsewhere in 
this issue of the JOURNAL. 

Several members of the firm were 
active participants in the general 
and technical meetings. Mr. Perry, 
as Chairman of the Institute’s 
Board of Examiners, presented the 
Sells Awards for highest honors in 


the Institute examinations. Mr. 
Jennings, Chairman of the Insti- 
tute’s Committee on Auditing Pro- 
cedure, served as co-chairman at 
the technical session on ‘‘Progress 
in Theory and Practice” and also 
presented the committee’s annual 
report. Mr. Richardson, Chairman 
of the Institute’s Committee on Fed- 
eral Taxation, served as chairman 
of the technical session devoted 
to “Tax Settlement Procedures. 
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